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24.6 Costs which must be incurred to comply with changes in federal or state laws and regulations and not
specified in these regulations for increased care and improved facilities which become effective subsequent to
December 31,1998 are to be considered reasonable and necessary costs. These costs will be reimbursed as a
fixed cost until the Department calculates the Statewide peer group mean cost of compliance from the facility's
fiscal year data following the fiscal year the cost was originally incurred. Following the second fiscal year the
facility will be reimbursed the statewide average cost of compliance. The statewide average cost for this
regulation/law will be built into the appropriate cost component in subsequent years.

24.7 Costs incurred for resident services that are rendered in common to Medicaid residents as well as to non-
Medicaid residents, will be allowed on a pro rata basis, unless there is a specific allocation defined elsewhere in
these Principles.

24.9 Cost to Related Organizations Principle. Costs applicable to services, facilities, and supplies furnished to
the provider by organizations related to the provider by common ownership or control are includable in the
allowable costs of the provider at the cost to the related organization. However, such costs must not exceed the
price of comparable services, facilities, or supplies that could be purchased elsewhere. Providers should
reference Section 21 of these Principles.

25 UPPER PAYMENT LIMITS

25.1 Aggregate payments to nursing facilities pursuant to these rules may not exceed the limits established for
such payments in 42 CFR. §447.272, using Medicare principles of reimbursement.

25.2 If the Division of Audit projects that Medicaid payments to nursing facilities in the aggregate will exceed
the Medicare upper limit, the Division of Audit shall limit some or all of the payments to providers to the level
that would reduce the aggregate payments to the Medicare upper limit as set forth in subsection 25.4.

25.3 In computing the projections that Medicaid payments in the aggregate are within the Medicare Upper
Limit, any facility exceeding 112% of the State mean allowable routine service costs, may be notified that
additional information is required to determine allowable costs under the Medicare Principles of
Reimbursement including any exceptions as stated in 42 CFR 413.30(f). This information may be requested
within 30 days of the effective date of these regulations, and thereafter, at the time the interim rates are set.

25.4 Facility Rate Limitations if Aggregate Limit is Exceeded. If the Department projects that the Medicaid
payments to nursing homes in the aggregate exceed the Medicare upper limit, the Department shall limit
payments to those facilities whose projected Medicaid payments exceed what would have been paid using
Medicare Principles of Reimbursement. The Department will notify the facilities when the Department projects
that the Medicaid payments to nursing homes in the aggregate exceed the Medicare upper limit and that the
Department must limit payments to those facilities to the level that would reduce the aggregate payments to the
Medicare upper limit.
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terms. Quantity discounts are reductions from list prices granted because of the size of individual or
aggregate purchase transactions. Whatever the classification of purchase discounts, like treatment in
reducing allowable costs is required. In the past, purchase discounts were considered as financial
management income. However, modern accounting theory holds that income is not derived from a
purchase, but rather from a sale or an exchange, and the purchase discounts are reductions in the cost of
whatever was purchased. The true cost of the goods or services is the net amount actually paid for them.
Treating purchase discounts as income would result in an overstatement of costs to the extent of the
discount.

43.74 All discounts, allowances, and rebates received from the purchases of goods or services and refunds
of previous expense payments are clearly reductions in costs and must be reflected in the determination of
allowable costs. This treatment is equitable and is in accord with that generally followed by other
governmental programs and third-party organizations paying on the basis of costs.

43.8 Principle. Advertising Expenses. The reasonable and necessary expense of newspaper or other public

media advertisements for the purpose of securing necessary employees is an allowable cost. No other
advertising expenses are allowed.

43.9 Legal Fees. Legal fees to be allowable costs must be directly related to resident care. Fees paid to the
attorneys for representation against the Department of Human Services are not allowable costs. Retainers
paid to lawyers are not allowable costs. Legal fees paid for organizational expenses, are to be amortized
over a 60 month period.

43.10 Costs Attributable to Asset Sales. Costs attributable to the negotiation or settlement of a sale or
purchase of any capital asset (by acquisition or merger) are not allowable costs. Included among such
unallowable costs are: legal fees, accounting and administrative costs, appraisal fees, costs of preparing a
certificate of need, banking and broker fees, good will or other intangibles, travel costs and the costs of
feasibility studies.

43.11 Bad debts, charity, and courtesy allowances are deductions from revenue and are not to be included
in allowable cost.

44 FIXED COSTS COMPONENT

44.1 All allowable costs not specified for inclusion in another cost category pursuant to these rules shall be
included in the Fixed Cost component subject to the limitations set forth in these Principles. The base year
costs for the fixed cost component shall be the costs incurred by the facility in the most recently audited
fiscal year. Fixed Costs include:

44.1.1 depreciation on buildings, fixed and movable equipment and motor vehicles,
44.1.2 depreciation on land improvements and amortization of leasehold improvements,
44.1.3 real estate and personal property taxes,

44.1.4 real estate insurance, including liability and fire insurance,

44.1.5 interest on long term debt,
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44.5.4.4 Loans not reasonably related to resident care. Loans made to finance that portion of the cost of
acquisition of a facility that exceeds historical cost are not considered to be for a purpose reasonably
related to resident care.

44.5.4.5 Interest expense of related organizations. Where a provider leases facilities from a related
organization and the rental expense paid to related organization is not allowable as a cost, costs of
ownership of the leased facility are allowable as in interest cost to the provider. Therefore, in such
cases, mortgage interest paid by the related organization is allowable as an interest cost to the provider.

44.5.4.6 Interest on Property Taxes. Interest charged by a municipality for late payment of property
taxes is an allowable cost when the following conditions have been met:

44.5.4.6.1 The rate of interest charged by the municipality is less than the interest which a

prudent borrower would have had to pay in the money market existing at the time the loan was
made;

44.5.4.6.2 The payment of property taxes is deferred under an arrangement acceptable to the
municipality;

44.5.4.6.3 The late payment of property taxes results from the financial needs of the provider and
does not result in excess funds; and

44.5.4.6.4 Approval in writing has been given by the Department prior to the time period in
which the interest is incurred. Any requests for prior approval must be received by the
Department at least two weeks prior to the desired effective date of the approval.

44.5.4.7 Limitation on the participation of capital expenditures. Interest is not allowable with respect to
any capital expenditure in plant and property, and equipment related to resident care, which did not
receive a required Certificate of Need Review approval.

44.5.5 The Department will make adjustments to the nursing facility's fixed cost component of the per diem rate
to reflect the effect of refinancing which results in lower interest payments.
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44.7 Insurance. Reasonable and necessary costs of insurance involved in operating a facility are considered
allowable costs (real estate insurance including liability and fire insurance are included as fixed costs - see
subsection 44.1.4). Premiums paid on property not used for resident care are not allowed. Life insurance’s
premiums related to insurance on the lives of key employees where the provider is a direct or indirect
beneficiary are not allowable costs. A provider is a direct beneficiary where, upon the death of the insured
officer or key employee the insurance proceeds are payable directly to the provider. An example of a provider
as an indirect beneficiary is the case where insurance on the lives of officers is required as part of a mortgage
loan agreement entered into for a building program, and, upon the death of an insured officer the proceeds are
payable to the lending institution as a credit against the loan balance. In this case, the provider is not a direct
beneficiary because it does not receive the proceeds directly, but is, nevertheless, an indirect beneficiary since
its liability on the loan is reduced.

44.71 Worker's Compensation Insurance premiums paid to an admitted carrier; application fees,
assessments and premiums paid to an authorized fully-funded trust; and premiums paid to an individual
self-insured program approved by the State of Maine for facility fiscal years that began on or after October
1, 1992, and deductibles paid by facilities related to such cost are allowable fixed costs. Estimated amounts
for workers compensation insurance audit premiums will not be accepted as an allowable cost. The
Department will require the facility to be a prudent and cost conscious buyer of worker's compensation
insurance. In those instances where the Department finds that a facility pays more than the usual and
customary rate or does not try to minimize costs, in the absence of clear justification, the Department may
exclude excess costs in determining allowable costs under Medicaid. Allowable costs are subject to an
experience modifier of 1.4; that is, cost associated with an experience modifier of 1.4 or under are

allowable. Workers compensation costs incurred above the experience modifier of 1.4 shall be considered
unallowable and will be settled at time of audit.

44.71.1 The costs of Loss-Prevention and Safety Services are allowable costs to a maximum of $40.00
per covered employee per year for nursing facilities with an experience modifier greater than .9. The
costs of Loss-Prevention and Safety Services are allowable costs to a maximum of $70.00 per covered
employee per year for nursing facilities with an experience modifier equal to or less than .9. Allowable
costs shall include the cost of educational programs and training classes, transportation to and from
those classes, lodging when necessary to attend the classes, materials needed in the preparation and
presentation of the classes (when held at the nursing facility), and equipment (e.g.: lifts) which lead
towards accomplishing the established goals and objectives of the facility’s safety program. Non-
allowable costs include salaries paid to individuals attending the safety classes and personal gifts such as
bonuses, free passes to events or meals, and gift baskets.
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44.71.2 The wages and fringes paid to workers engaged in formal Modified or Light-Duty Early-
Return-To-Work Programs are allowable costs only to the extent that they cause a nursing facility to
exceed its staffing pattern. Rehabilitation eligibility assessments are a cost to a limit of $300.00 per
indemnity claimant. (Rehabilitation services provided to eligible injured workers are to be paid for by
their employers insurer.)

44.8 Administrator in Training. The reasonable salary of an administrator in training will be accepted as an
allowable cost for a period of six months provided there is a set policy, in writing, stating the training program
to be followed, position to be filled, and provided that this individual obtain an administrator's license and serve
as an administrator of a facility in the State of Maine. Prior approval in writing, from the Department, must be
issued in advance of the date of any salary paid to an administrator in training. A request for prior approval
must be received by the Department at least two (2) weeks prior to the desired effective start date of the
administrator in training program. Failure to receive approval from the Department for the Administrator in
Training salary will deem that salary an unallowable cost at time of audit. Failure to become an administrator
within one year following completion of the examination to become a licensed administrator will result in the
Department of Human Services recovering 100% of the amount allowed of the administrator in training. If the
administrator in training discontinues the training program for any reason or fails to take the required
examination to become a licensed administrator, 100% of the amount allowed will be recovered by the
Department.

44.9 Acquisition Costs. Fifty percent of the acquisition cost of the rights to a nursing facility license shall be
approved as a fixed cost in those situations where the purchaser acquires the entire existing nursing facility
license of a provider and delicenses all or a significant portion (at least 50%) of the beds associated with that
license. This amount will be amortized over a ten (10) year period, beginning with the subsequent fiscal year
after completion of the acquisition and delicensing. If any of the beds will be replaced as part of a Certificate of
Need project, the amortization will begin as approved in the applicable Certificate of Need. This acquisition
cost will not include any fees (e.g.: accounting, legal) associated with the acquisition.

44.10 Occupancy Adjustment.

Facilities With Greater Than 60 Beds. To the extent that fixed costs are allowable, such cost will be adjusted
for providers whose annual level of occupancy is less than ninety percent (90%). The adjustment to the fixed
cost component shall be based upon a theoretical level of occupancy of ninety percent (90%). Effective January
1, 2003, to the extent that fixed costs are allowable, such cost will be adjusted for providers whose annual level
of occupancy is less than eighty-five percent (85%). For all new providers coming into the program, the 85%
occupancy adjustment will not apply for the first 90 days of operation. It will, however, apply to the remaining
months of their initial operating period. The occupancy rate adjustment will be applied to fixed costs and shall
be cost settled at the time of audit.

Facilities With 60 or Fewer Beds. To the extent that fixed costs are allowable, such cost will be adjusted for
providers whose annual level of occupancy is less than eighty-five percent (85%). The adjustment to the fixed
cost component shall be based upon a theoretical level of occupancy of eighty-five percent (85%). Effective
January 1, 2003, to the extent that fixed costs are allowable, such cost will be adjusted for providers whose
annual level of occupancy is less than eighty percent (80%). For all new providers of sixty (60) or fewer beds
coming into the program, the 80% occupancy adjustment will not apply for the first 90 days of operation. It
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Nursing Facility: a nursing home facility licensed and certified for participation in the Medicaid Program by
the State of Maine.

Owners: Owners include any individual or organization with 10% equity interest in the provider's operation
and any members of such individual's family or his or her spouse's family. Owners also include all partners and
all stockholders in the provider's operation and all partners and stockholders or organizations which have an
equity interest in the provider's operation.

Per Diem Rate means total allowable costs divided by days of care. The prospective per diem rate, as described
by days of care for Medicaid recipients, will determine reimbursement.

Policy Planning Function: The policy-planning function includes the policy-making, planning and decision-
making activities necessary for the general and long-term management of the affairs of the facility, including,
but not limited to the following:

The financial management of the facility.

The establishment of personnel policies.

The planning of resident admission policies.

The planning of expansion and financing thereof.

Prospective Case-Mix Reimbursement System: A method of paying health care providers rates that are
established in advance. These rates take into account the fact that some residents are more costly to care for
than others.

Publicly Owned Nursing Facility: must be owned and operated by the State, City or Town or other local
government entity and be receiving funding from that public entity of r the purposes of operating and providing
nursing facility services to the residents of the facility.

Reasonable costs are those which a prudent and cost-conscious buyer would pay for services and items that are
essential for resident care and activities at the facility. If any of a provider's costs are determined to exceed by a
significant amount, those that a prudent and cost-conscious buyer would have paid, those costs of the provider
will be considered unreasonable in the absence of a showing by the provider that those costs were unavoidable.

Related to Provider: Related to the provider means that the provider to a significant extent is associated or
affiliated by common ownership with or has control of or is controlled by the organization furnishing the
services, facilities, and supplies.

Stand Alone Nursing Facility: a facility that is not physically located within a hospital.
Straight-line method: Under the straight-line method of depreciation, the cost or other basis (e.g., fair market
value in the case of donated assets) of the assets, less its estimated salvage value, if any, is determined first.

Then this amount is distributed in equal amounts over the period of the estimated useful life of the asset.

Total Resident Census: Total number of residents residing in a nursing facility during the facility’s fiscal year.
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